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The International Maritime Organization 

(IMO) has adopted an initial strategy to 

address international shipping emissions, 

including setting a 2050 target to halve 

2008 levels. However, amid fraught political 

wrangling, delegates delayed for at least 

six months any decisions on measures 

to help meet that goal. The agreement 

also calls for at least a 40% reduction in 

shipping’s carbon intensity by 2030, en 

route to a 70% cut by 2050. It falls short of 

the 2050 reduction target of 70-100% that 

the EU and other nations had called for 

and which experts say is required to hit the 

Paris Agreement goals to limit temperature 

rises to 2°C while pursuing efforts to limit 

to 1.5°C.

Japan’s environment 
ministry has begun 
drawing up a detailed 
proposal for a 
national cap-and-
trade programme 

 

The UN has released a draft paper to help 

guide governments working on a year-end 

deadline to finalise rules on international 

emissions trading under the Paris 

Agreement’s Article 6. It follows instructions 

given by the 190-plus governments at 

COP23, which banned the submission of 

any new ideas in an effort to narrow down 

the text in time to adopt the full Paris 

rulebook this year and put it into force from 

2020. While the draft text re-orders and 

structures the submissions, most elements 

contain a wide range of options over the 45 

pages. Separately, four research institutions 

have partnered to test an ITMO trade that 

would involve transferring REDD credits 

from Colombia to South Korea.

Revenues raised from carbon pricing 

policies worldwide rose 45% last year to 

$32 billion, according to French think-

tank I4CE. It found that 65% were 

generated by carbon taxes - almost twice 

as much as from emissions trading. 

Some 46% of revenues were earmarked 

for low-carbon projects, 44% for general 

budgets, 6% for tax exemptions, and 

4% was channelled to businesses 

and households.

 

The Carbon Pricing Leadership 

Coalition named Gerard Mestrallet, 

chairman of French power company 

Engie, as its new co-chair. He takes over 

for Royal DSM CEO Feike Sijbesma, who 

completed his two-year term. Mestrallet 

joins Canadian Environment Minister 

Catherine McKenna, who has another 

year left. Separately, the World Bank 

announced a High-Level Leadership 

Forum on Carbon Pricing and 

Competitiveness, which will be led by 

a panel chaired by Sijbesma and will 

convene private sector leaders over 

concerns that are inhibiting the wider 

uptake of carbon pricing.

 

ASIA PACIFIC

 

South Korea’s environment ministry has 

finalised rules that will see ETS participants 

being able to use CERs from international 

projects to meet 5% of their obligations. 

Eligibility criteria are strict though, with only 

CERs generated after 1 July 2016 from 

projects with a strong Korean ownership 

component accepted.

 

Japan’s environment ministry has begun 

drawing up a detailed proposal for a 

national cap-and-trade programme 

after an expert commission concluded 

carbon pricing would help the country’s 

transition to a low-carbon economy. 

It is unclear when the draft policy will 

be ready, and whether it will be backed 

by other ministries.

Revenues raised 
from carbon pricing 
policies worldwide 
rose 45% last year to 
$32 billion

 

New Zealand has established an 

interim committee to help review of the 

country’s ETS. The panel will consider 

whether agriculture - which accounts 

for 50% of New Zealand’s GHG 

emissions - should be brought into 

the ETS. The government aims to 

finalise the rule changes in the second 

half of 2019.

 

Australia released its annual budget, 

failing to replenish its Emissions 

Reduction Fund (ERF) - the vehicle to 

purchase carbon offsets. The A$2.55-

billion fund now only has A$265 million 

left in its budget.

 

AMERICAS
 

Power sector emissions under RGGI 

rose by over 20% in Q1 compared 

to a year earlier, spurred by a colder 

winter in the northeast US. It marked 

the first year-on-year increase in 

since 2014 and put the states on 

an early pace to erase the near-20% 

drop in annual CO2 output last year. 

Analysts had expected bullish figures 

following the coldest Q1 in the region 

since 2015.

 

Meanwhile, New Jersey is in the initial 

stages of negotiating the state’s re-entry 

to RGGI and is anticipating taking part in 

joint auctions by the first half of 2020 at 

the latest.

 

Provincial carbon pricing schemes 

combined with the federal ‘backstop’ 

system would reduce Canada’s GHG 
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emissions by 80-90 million tonnes 

through 2022 while slowing GDP 

growth less than recent estimates, 

according to Environment and Climate 

Change Canada. That would cut 

Canada’s emissions by more than 

10%, bring the country closer to 

hitting its 2030 Paris target to slash 

by 30% below 2005. The forecast 

contrasts that of the Parliamentary 

Budget Office, which projected that a 

C$50 national carbon price would shave 

0.5% or C$10 billion off Canada’s GDP. 

Separately, no Canadian province or 

territory formally asked to adopt Ottawa’s 

backstop by the 31 March deadline.

The Ontario 
government has 
released a framework 
for its voluntary 
offset programme
 

The Ontario government has released 

a framework for its voluntary offset 

programme, approving three quantification 

methodologies under an ‘open 

architecture’ approach that doesn’t limit 

project types. While light on details, the 

release advances the province’s voluntary 

scheme, which is to operate in parallel to 

the mandatory one under Ontario’s cap-

and-trade system. The government also 

approved two more compliance-grade 

offset protocols, bringing the total to three.

 

EMEA 
 

EU ETS emissions rose for the first time 

in seven years in 2017, according to 

preliminary data released 1 April. A 

resurgence in industrial output more 

than offset another annual drop in CO2 

output from the power and heat sector, 

culminating in a small overall gain of 

under 1%.

EU carbon prices hit a seven-year 

high of €14.22 in April, capping a 

near 75% rise since the start of 

the year. Traders expect longer-term 

investors to continue to buy in 

anticipation of larger returns from 

the looming supply squeeze coming 

with the January 2019 launch of the 

Market Stability Reserve.

 

The European Commission has 

published its revised carbon leakage 

list, clearing 44 industries to receive 

free carbon allowances for 2021-30. 

This reduces drastically the number 

of eligible sectors from 177 currently, 

but retains all big polluters such 

as steel, cement, and chemicals. 

A further application process could 

allow up to 12 more industries and 

16 sub-sectors to get free units. 

Brussels has yet to allocate annual 

benchmark reduction rates of 

between 0.2-1.6% that will determine 

how quickly free allocations tighten 

for each industry.

EU carbon prices 
hit a seven-year 
high of €14.22 in 
April, capping a near 
75% rise since the 
start of the year

PREPARED BY:
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THE ESTABLISHMENT of a national emission 

trading scheme (ETS) is one of the most 

significant aspects of climate change 

strategy in China. The government has 

pledged to reduce emission intensity by 

60-65% in 2030, compared with 2005. To 

achieve this, China’s government started to 

design its ETS in 2014. 

The Chinese ETS has potential force 

to enhance ambitious international 

cooperation on climate change; it is not 

only an innovative instrument to control 

GHG emissions. The ETS is a market-

based mechanism which caps emissions 

and also prioritises industrial restructuring, 

improves energy efficiency, optimises the 

energy structure and increases carbon 

sinks. Furthermore, the Chinese national 

ETS could send an important signal and 

incentivise other countries to implement 

emissions trading. 

On 19 December 2017, Zhang Yong, 

Deputy Director of the National 

Development and Reform Commission 

(NDRC), hailed the dawn of the Chinese 

ETS in Beijing. Afterward, the NDRC 

published the China Emission Trading 

System Construction Plan. 

The launch of 
China’s ETS is a 
milestone for climate 
change policy 
and low-carbon 
development

According to the construction plan, the 

government will establish three main 

institutions and four technical systems to 

serve the ETS. The institutions will oversee 

emissions monitoring, reporting and 

verification (MRV), allowance allocation and 

management, and trading management 

and supervision. The four technical 

systems will be for emissions reporting, a 

registry system, an exchange and a trading 

settlement system.

CREATING THE INSTITUTIONAL 

ACHITECTURE

China has been preparing for its ETS for 

several years. Since 2011, the NDRC 

has been working on MRV guidance, 

underpinned by uniformity, comparability, 

accuracy, completeness and operability. 

Guidance on emissions accounting and 

reporting for 24 industry sectors currently 

available was developed and published by 

the NDRC from 2013 to 2015. Moreover, 

the NDRC has asked key emitters to 

monitor their emissions so as to improve 

the quality of emissions accounting. Both 

the NDRC guidance and monitoring plans 

have been further revised and improved 

over time. 

Meanwhile, the NDRC in 2016 issued 

its guidance on emissions verification, 

including a reference guide for 

administration. The provincial DRCs are in 

charge of emissions verification. 

The Principle Plan of Cap Setting and 

Allowance Allocation was approved by 

the State Department in 2016. This plan 

requires that cap setting and allowance 

allocation should take into account fairness 

and efficiency, technicality and operability 

as well as cost and effect. In order to avoid 

an allowance surplus and ensure emissions 

reductions, the cap setting and allowance 

allocation should be rigorous. 

Benchmarking and historic emission 

intensity data are expected to be used,  

but mainly the former. Indeed, 

benchmarking is being used to allocate 

allowances for the power sector; a total 

of 11 benchmarks have been developed, 

depending on capacity. 

At present, the allowances will be largely 

distributed for free. When the market 

matures, auctions will be considered. The 

allowance allocation is managed by both 

the NRDC and provincial DRCs. The NRDC 

is responsible for setting caps, developing 

allocation methods, and supervising the 

allowance allocation while the provincial 

DRC allocates the allowances and is in 

charge of compliance.

NDRC has focused on legislation and 

regulation in preparation for the national 

ETS, issuing temporary regulation for ETS 

management in 2014, and it has submitted 

the Emission Trading Management Rule 

to the state department to formalise this. 

The legislation and regulation system is 

constructed as “1+3” mode: “1” refers 

to the Emission Trading Management 

Rule, and “3” to forthcoming NRDC 

regulations for emissions reporting, 

emissions verification and a carbon 

trading. In addition, a series of regulations 

on allowance allocation, registry system, 

exchange system, and compliance 

management will be developed as well.

THE CHINESE GOVERNMENT FORMALLY LAUNCHED ITS 
NATIONAL EMISSIONS TRADING SYSTEM AT THE END OF 2017. 
ZHANG XIN PROVIDES AN UPDATE ON WHAT WILL BE THE 
WORLD’S LARGEST CARBON MARKET1.
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As for the technical systems, Hubei’s 

provincial government is leading the 

construction and operation of a registry 

system. The Shanghai municipality 

government  is leading on the exchange 

system and its back up server for  

emissions trading. as leading unit is in 

charge of construction and operation of the 

exchange system. Two joint institutions, 

composed of Beijing, Tianjin, Shanghai, 

Chongqing, Hubei, Guangdong, Shenzhen, 

Jiangsu and Fujian governments, will 

manage the operation of the registry and 

exchange system.

THE FUTURE

Due to the complexity of the Chinese ETS, 

it will take several years before it becomes 

perfect and effective in controlling GHG 

emissions. This is why it is being built step-

by-step and not in haste. It will be built 

in three stages, starting with one year for 

the fundamental stage, in which the three 

institutions and four technical systems will 

be established. 

In the second stage, the simulation run and 

also lasting around one year, allowances 

will be allocated to key emitters in the 

power generation sector. The systems and 

regulations will be tested to further improve 

their operability and effect. The third stage 

is the deepening and improving stage. 

During this phase, the key emission entities 

are required to achieve compliance and 

emissions trading is expected. Offsets may 

be introduced into the ETS as it develops.

Due to the complexity 
of the Chinese ETS, it 
will take several years 
before it becomes 
perfect

The launch of China’s ETS is a  

milestone for climate change policy and 

low-carbon development in China. The 

ETS will help China achieve its Nationally 

Determined Contribution for the Paris 

Agreement. Chinese enterprises have 

begun to see the ETS as an instrument 

to help drive an economic transition and 

low-carbon development. The ETS is one 

of many policy instruments for China to 

mitigate its carbon emissions, and the 

country will further improve its market 

over time and continue to explore other 

tools to achieve its climate, energy and 

environmental goals. 

_______

Mr. Zhang Xin is Professor, Director of 
Carbon Market Department, National 
Centre for Climate Change Strategy and 
International Cooperation (NCSC). His 
research field is involved in emission 
trading scheme, energy efficiency 
management, and energy and fuels 
engineering. In recent years, he has been 
devoted to research and participating in the 
pilot ETSs and national ETS in China. He 
has won awards from Ministry of Education 
of the People’s Republic of China, National 
Development and Reform Commission, and 
National Energy Administration.

A QUICK GUIDE TO THE CHINA ETS 
China is creating the largest carbon market in the 
world. The ETS will ultimately cover eight sectors: power 
generation, steel and iron, non-ferrous metals, building 
materials, chemical industry, petrochemical industry, 
paper making and civil aviation. Any installations from 
these sectors with annual emissions which exceeded 
26,000 tCO2 from 2013-15 will be covered. 

However, the China ETS initially covers only power 
generation as it is considered to be the most advanced 
sector and has the most data available. It is estimated 
that the ETS will cover nearly 1,700 power plants, 
accounting for more than 3 billion tCO2 per year; by 
comparison, the EU ETS covers around 2 billion tonnes. 
As the ETS matures, more emissions will be covered as 
the other sectors join the market gradually.
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IT HAS been a year since the Task Force 
on Climate-related Financial Disclosures 
released its final recommendations, during 
which time many businesses have taken 
steps to increase their disclosures of 
climate risk and strategy.

The Task Force on Climate-related 
Financial Disclosures (TCFD) is no mere 
sustainability project – it was spearheaded 
by Bank of England Governor Mark 
Carney and former Mayor of New York 
and philanthropist Michael Bloomberg. 
The recommendations are formed on 
the basis that climate change risk is 
one of the most pressing global economic 
issues and that the finance sector must 
be at the heart of addressing this risk – 
by putting their investments in the rights 
types of companies and initiatives. To 
improve investors’ ability to assess 
climate-related risks and opportunities, 
companies must disclose these risks 
and related activities at the highest levels 
as well as in financial filings. 

The pressure 
is mounting on 
organisations globally 
to commit to a 
new approach to 
disclosure

The recommendations are already 
having a ripple-effect across the disclosure 
landscape. Major reporting initiatives 

and frameworks are beginning to align 
themselves with the TCFD, the most 
notable being CDP updating its 2018 
questionnaires. The pressure is mounting 
on organisations globally to commit to a 
new approach to disclosure.

What does this mean in real terms for 
organisations? Principally, it increases the 
expectation for long-term strategy. Investors 
want to see that the companies they invest 
in are future-proof. To achieve this, the 
TCFD advocates an analysis of climate 
change scenarios to assess the resilience 
of the organisation dependent on different 
potential climate realities, including a 2°C 
of warming or lower scenario.

Businesses should acknowledge physical 
risks (eg, severe weather) and transition 
risks (eg, market changes). As every 
organisation and sector will be unique in 
its considerations, there is no prescribed 
risks to address; rather, assessment 
must be appropriate. The overall strategy 
for mitigation and targets must be 
demonstrably managed at the top of the 
organisation and embedded throughout it.

DISCLOSURE INSIGHTS
At present over 275 companies (with 
a combined market capital of over 
$7.1 trillion) and 47 organisations have 
publicly expressed support for the 
recommendations1, including ABN Amro, 
Allianz, Aviva, CalPERS, Enel, PepsiCo, 
Shell and Suncor. 

Research indicates that companies 
in France, the UK and Germany lead 
the way on disclosing in line with the 

TCFD recommendations2. China is 
currently lagging generally in disclosures, 
but this will likely change when 
mandatory reporting requirements 
come into force in 20203.

There are 
opportunities to 
be discovered for 
companies willing 
to embed climate 
change at the heart 
of their business 
strategy

However, even among companies that 
demonstrate good governance on 
climate-related risks, there appears to 
remain a disconnect between awareness 
and action4, as organisations face the 
challenges of change. 

Indeed, our research into the Sustainability 
Reporting Performance of the UK’s 100 
largest public companies showed that 
even though 77 FTSE 100 companies 
recognise that climate change is a risk to 
their business, only 39 recognise it in their 
annual report5.

THE HIGH-ACHIEVERS 
Insurers and financial institutions, 
although not generally rated highly in 
sustainability reporting performance 

CARBON CLEAR DESCRIBES HOW THE TCFD'S 
RECOMMENDATIONS ARE CHANGING THE LANDSCAPE,
WHILE BHP AND CHEVRON OUTLINE WHY DISCLOSURE
IS IMPORTANT AND HOW IT’S CHANGING BUSINESS2.

(1) www.cdsb.net/task-force/799/tcfd-and-cdsb-launch-knowledge-hub-help-organizations-implement-tcfd-recommendations (2) www.cdsb.net/task-force/789/new-research-shows-clear-gap-
between-companies-awareness-climate-risks-and-actions (3) www.globalelr.com/2018/02/china-mandates-esg-disclosures-for-listed-companies-and-bond-issuers/ (4) www.cdsb.net/task-
force/789/new-research-shows-clear-gap-between-companies-awareness-climate-risks-and-actions (5) info.carbon-clear.com/the-2017-sustainability-reporting-performance-of-the-ftse-100
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comparative to other sectors, are setting 
the bar for these new disclosures.

Aviva, a global insurance group, has 
embedded risk management into 
its operations. It has looked at the 
environmental risks at a global and local 
level to identify the most significant 
impacts and disclosed steps to mitigate 
these, demonstrating board-level 
governance. This is achieved by taking 
a methodical approach to each of the 
four areas of the TCFD.

Barclays has also been quick off the 
mark to demonstrate support for the 
recommendations and transparency in 
addressing them, integrating their risk 
review and management within its main 
annual financial filings. This shows 
climate-related risk is an integral part 
of the bank’s business outlook.

TURNING DISCLOSURE INTO 

OPPORTUNITY
It’s not all a challenge of disclosure. 

There are opportunities to be 

discovered for companies willing to 

embed climate change at the heart 

of their business strategy, from 

operational efficiencies to preparing 

for future mandatory enforcement in 

some jurisdictions. (One example is 

the EU Action Plan, published in 

March this year, which points to 

momentum for legislative change.)

More than that, climate disclosure is about 

future-proofing business models to ensure 

sustainable investment over short term 

profits and, ultimately, longevity.

Mark Chadwick, CEO, Carbon Clear

_______

CASE STUDY:
BHP 

Discussion of climate disclosure in 
recent years has focused on climate-
related risk to which companies could 
be exposed. BHP has experienced first-
hand the growing demand from investors 
for decision-useful, forward-looking 
information on the potential impacts of 
climate change on our business.
The TCFD was established in 2015 
to consider how voluntary corporate 
disclosures could more effectively provide 
such information. Its recommendations 
– released in June 2017 – addressed the 
risks and opportunities from the transition 
to a lower-carbon economy and the 
physical impacts of climate change. The 
recommendations covered the overarching 
themes of governance, strategy, risk 
management, and metrics and targets, 

TCFD AT A GLANCE
The Task Force on Climate-related Financial Disclosures (TCFD) 
was launched in late 2015 by the Financial Stability Board. 
Chaired by Michael Bloomberg and comprised of 32 private sector 
representatives from around the world, the TCFD developed a series of 
recommendations for voluntary climate-related financial disclosures. 

In its final report, released in June 2017, the TCFD’s 
recommendations were structured around four key elements:
• Governance: the organisation’s governance around climate risks 

and opportunities
• Strategy: how the risks and opportunities could affect – or are 

affecting – the business
• Risk management: the processes the organisation uses in 

identifying, assessing and managing climate risks
• Metrics and targets: how the organisation is assessing and 

managing climate risks and opportunities

G O V E R N A N C E

S T R AT E G Y

R I S
K  M A N A G E M E N T

M E T R I C S
A N D  TA R G E T S

FOR MORE INFORMATION, SEE WWW.FSB-TCFD.ORG
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and emphasised the need for companies’ 
climate disclosures to be included in their 
mainstream financial filings.

The TCFD is an important step towards 
establishing a widely accepted framework 
for climate disclosure, and BHP was one of 
the first companies to align its disclosures 
(in our FY2017 Annual Report) with the 
recommendations.

Adoption of the TCFD recommendations 
is a recent example from our history of 
sector-leading disclosure practices. We 
started reporting on our environmental 
performance in 1997, and have 
participated in CDP (formerly the Carbon 
Disclosure Project) since its inception in 
2002. More recently, ahead of the TCFD’s 
recommendation that organisations 
use climate scenario analysis as a risk 
management tool, we disclosed details of 
how we use scenarios to test the resilience 
of our portfolio to climate risk in our 2015 
report ‘Climate Change: Portfolio Analysis’ 
and 2016 update, ‘Views after Paris’.

Of course, our approach to climate 
disclosure extends beyond consideration 
of climate risk and portfolio resilience. 
Our integrated climate strategy also 
encompasses mitigation, adapting to 
the physical impacts of climate change, 

and accelerating the development and 

deployment of low emissions technologies. 

This strategy is underpinned by our 

public disclosures and active engagement 

with stakeholders, including investors, 

policy-makers, peer companies and 

non-government organisations.

Our approach to climate disclosure 

recognises the diversity of these 

stakeholders’ interests and information 

requirements. While the TCFD-aligned 

disclosures in our Annual Report are 

addressed primarily to our investors, we 

provide additional climate information 

in our Sustainability Report and on our 

website that describes our approach and 

performance across all the elements of 

our climate strategy, including details of 

our public climate targets. We also release 

topic-specific reports, including our recent 

review of the alignment between our 

position on climate policy and the 

advocacy positions taken by industry 

associations to which we belong.

Climate disclosure 
best practice 
continues to develop

As our climate disclosures have expanded 
from operational performance data to cover 
a wide range of climate-related strategic 
and governance issues, they have become 
more integral to our business processes. 
For example, implementing the TCFD’s 
recommendations challenges us to re-
examine the structures and processes 
we have in place to assess and manage 
long-term strategic risks such as climate 
change. Similarly, our public climate 
targets, as well as making us accountable 
to our external stakeholders, require us to 
unlock innovation internally.

Climate disclosure best practice continues 
to develop. As the TCFD recommendations 
– with their emphasis on disclosure in 
mainstream financial filings – become 
more widely adopted, the relevance to 
investors of alternative voluntary reporting 
regimes such as CDP may decline. Our 
climate disclosure approach will evolve to 
reflect such changes. We will continue to 
balance investor demand for more detailed 
and sophisticated disclosures with the 
need to provide climate information that 
is accessible and digestible by a diverse 
group of stakeholders.

Fiona Wild, Vice President Sustainability 
and Climate Change
_______

Our approach to 
climate disclosure 
extends beyond 
consideration of 
climate risk and 
portfolio resilience
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CASE STUDY:
CHEVRON

For the past two years, Chevron Corporation 

has published a report describing the 

company’s approach to managing climate 

change risks and its resilience under a low 

carbon scenario. The 2018 edition, Climate 

Change Resilience – A Framework for 

Decision Making, builds on the company’s 

prior report on managing climate change 

risks and provides more detail on the 

company’s approach to governance, risk 

management, strategic planning and 

emission reduction investments and 

activities, including key metrics.

“We proactively consider climate change 

in our business decisions, and we have 

the experience, processes and governance 

in place to manage the risks,” Michael 

Wirth, Chevron’s Chairman and CEO, said 

at the report’s publication. “We believe 

we are equipped to continue to succeed 

in any business environment as we deliver 

affordable, reliable energy that is 

a fundamental driver of economic growth 

and human progress.”

Aligned with the TCFD’s recommendations, 
Chevron’s report explains the company’s 
strategic decision-making approach to 
climate change related risks. 

“We know that climate change is a 
growing area of interest for its investors 
and other stakeholders,” said 
Dr. Ronald Sugar, lead independent 
director for Chevron’s Board of 
Directors. “We’re committed to 
addressing the risks of climate change 
while delivering the energy that 
benefits societies and economies.”  

We proactively 
consider climate 
change in our 
business decisions

The report summarises Chevron’s work 
to test the competitiveness of its current 
assets under multiple scenarios, including 
some of the most restrictive greenhouse 
gas reduction proposals such as the 

Sustainable Development Scenario 

from the International Energy Agency. 

The results demonstrate that the 

company’s portfolio, due to its maturity 

and diversity across assets and 

geographies, is resilient in a wide 

variety of possible scenarios and 

enables Chevron to be flexible in 

response to potential changes.

Chevron is a leader in improving how 

reliable and affordable energy is 

developed and delivered to meet global 

demand. The company is making its 

operations more energy efficient, 

reducing flaring, managing methane 

emissions and investing in low-carbon 

technologies. In addition, Chevron is 

investing in the innovations and 

innovators of tomorrow through 

research and development and 

investments in science, technology, 

engineering and math focused 

education.

Michael Rubio, General Manager
of ESG Engagement

_______

CLIMATE-RELATED RISKS, OPPORTUNITIES, AND FINANCIAL IMPACT

Revenues

Expenditures

Income
Statement
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STRATEGIC PLANNING RISK MANAGEMENT

Cash Flow 
Statment

Balance
Sheet
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TRANSITION RISKS

Policy and Legal

Technology
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TWO YEARS on from the Paris Agreement 

in 2015, one of the most encouraging 

developments has been the engagement 

of the corporate world in tackling climate 

change. Dozens of private-sector initiatives 

have sprung up or accelerated. Hundreds 

of leading global companies have 

proposed, or are working on, science-

based targets in line with the climate 

goals enshrined in Paris. Billions of 

dollars are being invested in low-carbon 

technologies.

But even the most optimistic observer will 

acknowledge there’s a long way to go.

According to the 2017 UN Emissions Gap 

report, even if all countries fulfil the pledges 

they made in the run-up to Paris, we’d 

only be a third of the way to the reductions 

needed to keep warming to less than 2°C.

Given the scale of the climate problem, 

and the need for companies to address 

emissions within their wider value chain, 

it’s time to reassess the role of voluntary 

carbon offsets, say experts.

For those advising companies on climate 

strategy, there is a well-established 

hierarchy of action. It starts with setting 

ambitious targets — preferably in line 

with climate science. Here, the Science 

Based Targets (SBT) initiative has 

recorded enormous success. According 

to SBT director Alberto Carrillo Pineda, 

around 1,200 companies worldwide 

either have set such targets or say they 

plan to do so by 2020. 

In terms of meeting their carbon reduction 

targets, companies should start with a laser 

focus on resource efficiency, particularly 

regarding energy, to reduce their direct, 

Scope 1 emissions. Companies should 

then seek to use renewable electricity to 

address Scope 2 emissions. Here, too, 

progress has been rapid, as the costs of 

renewables fall.

But even with these measures, few 

organisations will have addressed their 

entire impact on the climate — especially 

those in the value chain, for which they 

are not directly responsible. In response, 

leading companies are increasingly looking 

to the voluntary carbon market as a means 

to address their full climate impacts. 

THE LEGACY OF VOLUNTARY 

INITIATIVES

Voluntary carbon markets pre-date the 

first mandatory carbon trading 

programmes. They enable any company, 

or individual, to measure their carbon 

footprint and offset what they can’t reduce, 

by paying for the removal of an equivalent 

volume of CO2 from the atmosphere.

“The situation at the moment is so 

desperate that we need to do everything 

we can to reduce overall systemic climate 

risk, and that includes offsets,” said 

Martijn Wilder, a leading environmental 

lawyer at Baker McKenzie, based in 

Sydney. “If you’re taking emissions out of 

the global system, it’s a good thing.”

He said that large emitting companies 

are increasingly seeking his advice on 

purchasing offsets, as they look to reduce 

their climate exposures. This trend will, 

he believes, accelerate as a result of the 

work of the Task Force on Climate-related 

Financial Disclosures (TCFD). That body, 

established by central banks, financial 

regulators and finance ministries, has 

produced a set of recommendations 

on how, and what, companies should 

report to investors regarding the climate 

risks they face.

“As you get disclosure around climate 

risk, there will be shareholder pressure to 

do something about those risks,” Wilder 

said. “If your company emits carbon, and 

you want to negate those emissions, it’s 

definitely the case that offsets can do that.”

“Offsets have strong added value,” added 

David Wei, in the climate and energy team 

at BSR, given the flexibility they offer in 

allowing companies to potentially reduce 

emissions at lower cost than by making 

direct reductions — and in bridging 

any potential gaps between ambitious 

goals and the ability to deliver internal 

emission reductions. “The question that 

people will ask is how to ensure that 

offsets are integral and represent 

additional emissions reductions.”

As you get disclosure 
around climate 
risk, there will be 
shareholder pressure 
to do something 
about those risks
– Martijn Wilder, Baker McKenzie

AMID AN INCREASED PUSH FOR CLIMATE RISK 
DISCLOSURES AND EFFORTS TO MITIGATE EMISSIONS, 
BUSINESS NGOS ARE LOOKING TO THE VOLUNTARY CARBON 
MARKET TO HELP COMPANIES RAISE THEIR AMBITION. 
MARK NICHOLLS REPORTS3.
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The voluntary carbon market has come 

a long way over the last 20 years. 

“We’ve supported thousands of projects, 

resulting in over 1 billion tonnes of CO2 

transacted in the voluntary market. 

And we’ve developed some of the most 

robust reporting and monitoring 

systems that ensure carbon credits 

represent real, measurable and additional 

emissions reductions,” said Simon 

Henry, programme director at the 

International Carbon Reduction and 

Offset Alliance (ICROA), which funded 

the research for this article.

These reporting and monitoring systems 

confirm that reductions have taken place, 

and that ownership of them is securely 

tracked. That means “the voluntary carbon 

market now provides the highest levels of 

environmental integrity,” he added.

Jonathan Porritt, founder of 

environmental think-tank Forum for 

the Future, agreed. “If you look at the 

quality of these offset schemes, from 

the best providers, these are five-star, 

providing real benefits from a climate 

and a social point of view.”

Maria Mendiluce, who heads the 

climate and energy programme at the 

World Business Council for Sustainable 

Development (WBCSD), acknowledged 

that some environmentalists may criticise 

the decision of companies to offset 

emissions rather than focus solely on 

reducing their own, direct impacts, but 

she argues for pragmatism: “We can’t 

afford to deny any of the solutions, 

because we need them all.”

“We need to raise awareness of the 

viability of the solutions, and remove 

the anxiousness of some players,” she 

added. “The system has evolved, and 

schemes exist that certify that emission 

reductions have taken place.” These 

include the American Carbon Registry, 

the Climate Action Reserve, the 

Gold Standard and the Verified 

Carbon Standard.

“Every year that goes by, the market 

design improves, and gains in strength 

and confidence,” said Christiana Figueres, 

the UN climate chief who oversaw the 

Paris Agreement, and who now heads the 

Mission2020 initiative. “Many companies 

are still trying to figure out what their 

science-based pathways are, but 

forward-leaning companies are already 

into the second, execution phase, 

starting of course with their own emissions. 

The third phase will be addressing the 

gap between their own emissions and 

where they need to be. That will be the 

space for voluntary market.”

EMERGING OPTIONS

The urgency of the challenge has

prompted a number of new initiatives 

from business-oriented environmental 

groups that aim to reassess — and 

reimagine — the role of voluntary carbon 

offsetting in helping to generate the 

finance needed to protect the climate.

For example, the WBCSD is developing its 

Natural Climate Solutions project to use the 

voluntary carbon market to direct funding 

to land-use projects that store carbon.

According to Mendiluce, the agriculture 

and forestry sectors have the potential to 

generate reductions of around 4 billion 

tonnes of carbon dioxide a year — 

more than half of US annual emissions — 

at a cost of less than $10/tonne. More than 

11 billion tonnes/year could be delivered 

for a cost of below $100/tonne by 2030, 

she added. This compares favourably with 

the cost of carbon capture and storage, 

which would require carbon prices of 

$60 to $250/tonne. 

The voluntary carbon 
market is perfectly 
placed to help 
companies address 
both their direct and 
their value-chain 
impacts
– Simon Henry, ICROA

“We want to encourage energy-

intensive companies to come to the 

voluntary market and invest in these 

natural climate solutions,” she said.  

Figueres’s Mission2020 initiative has 

a similar proposal. Among a suite of 

recommendations to ramp up climate 

action, it proposes “a voluntary market 

or other mechanisms” to incentivise 

“earth-friendly agriculture.”

“The reality is that corporates will be 

able to reduce a substantial portion of 
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their emissions within their own corporate 

boundaries,” Figueres said, “but the 

second step is to help those in their value 

chain to do the same. Once you have 

reduced as much as possible, if there’s 

a gap between that and your science-

based target, there is a role for the 

voluntary purchase of emissions 

reductions elsewhere.”

CDP, WWF and the Gold Standard 

are also working on a new initiative 

involving carbon offsetting, in what 

they describe as “a new benchmark in 

corporate climate leadership.” It includes, 

in addition to internal reductions, a 

commitment to financing external emission 

reductions either through buying voluntary 

market carbon credits or by funding 

activities directly.

The three organisations recognise the 

existence of a “climate finance gap” and 

the need for the private sector to step up 

to help fund emission reduction activities 

outside their organisational footprint. 

“It’s important for companies to also 

play a role in accelerating action in 

other sectors, or in their value chains,” 

SBT’s Carrillo said.

The proposed approach, which is out 

for consultation ahead of a planned 

launch in April, would see companies 

either purchase verified emission 

reductions from the voluntary carbon 

market, or earn “certified statements 

of emission reductions” from emission 

reduction projects or programmes.

BSR’s Wei noted that the willingness of 

companies to act on value chain emissions 

“is a new tool to reduce emissions, and 

one we really want to encourage.” 

However, he added that while companies’ 

ability to impact their direct emissions is 

relatively straightforward, it is “neither as 

clear nor as assured” when it comes to 

their value chains.

“The voluntary carbon market is perfectly 

placed to help companies address both 

their direct and their value-chain 

impacts,” ICROA’s Henry said. “The 

pipeline of projects is there, as is the 

infrastructure to ensure that reductions 

are environmentally sound and are safely 

and securely transferred. The market 

is ready to deliver the ambition that the 

science says is needed.”

We can’t afford to 
deny any of the 
solutions, because 
we need them all
- Maria Mendiluce, WBCSD

This article first appeared on greenbiz.com. 

Reprinted with permission. 



The voice of business on mobilising markets
to meet the climate challenge.

www.ieta.org



14

THE
CRITICAL 
CARBON 
PRICING 
FRONTIER

IETA INSIGHTS  / THE CRITICAL CARBON PRICING FRONTIER 

EXPONENTIAL DEVELOPMENT in Southeast 

Asia over recent decades has lifted 

millions out of poverty, but not without 

consequence. Fuelled largely by coal-

fired power plants, this rapid growth has 

brought with it a slew of widely-reported 

environmental repercussions for the 

region. Beyond that, it has also threatened 

Southeast Asia’s prospects of continued 

development and helped put the wider 

world at risk of the most serious effects of 

climate change. Many of these threats are 

already manifesting.

A recent report by the Health Effects 

Institute estimated that at least 95% 

percent of global populations are regularly 

exposed to unsafe levels of air pollution. 

Many of these people live in Asia, and with 

air pollution contributing to an estimated 

6 million deaths globally last year, this 

is a serious issue.  As Southeast Asia’s 

ever-increasing population continues to 

urbanise, maintaining decent air quality 

is a growing challenge, particularly for the 

sprawling megacities of the region such as 

Jakarta and Bangkok.

Air pollution is 
just one of the 
many barriers to 
human health 
and development 
apparent across 
Southeast Asia

Air pollution is just one of the many 

barriers to human health and development 

apparent across Southeast Asia. The 

governments of these countries are aware 

of the climate threats they face and many 

are beginning to act, turning climate risks 

into opportunities. But with the allure of 

cheap coal from countries like Indonesia, 

more work is required to kickstart 

Southeast Asia’s transition to a low-carbon, 

climate-resilient economy.

Carbon pricing to change the course

China’s long-anticipated announcement of 

its national emissions trading scheme (ETS) 

in December last year was a welcome 

development, and marked a much-needed, 

radical step up on global climate action. 

Undoubtedly toxic air pollution, an issue 

plaguing many of China’s booming cities, 

was one factor driving the development 

of China’s ETS within its existing climate 

policy blueprint. 

Once fully implemented, China will have 

the world’s largest carbon market in terms 

of cap coverage, and push carbon markets 

coverage to nearly 50% of global GDP and 

25% of total global emissions. The Chinese 

ETS will hopefully also incentivise its 

Southeast Asian neighbours to develop and 

intensify their own carbon policies. 

Many Southeast Asian countries are 

rising to the challenge. The Vietnamese 

government has plans to develop a carbon 

market by 2018 as part of its Nationally 

Determined Contribution (NDC) to the 

Paris Agreement, while Singapore recently 

introduced Southeast Asia’s first national 

carbon tax in March this year, and will 

begin taxing its biggest emitters S$5 

(US$3.72) per tonne from 2019. Thailand 

is starting an ETS simulation this year 

that will run until 2020, and Indonesia 

has recently launched a voluntary carbon 

market . All of these countries are also 

members of the World Bank’s Partnership 

for Market Readiness (PMR), which aims 

to support capacity building to scale 

up climate change mitigation policies – 

including carbon pricing instruments. 

Leveraging the support of the PMR can 

help countries prepare their domestic 

approaches for carbon markets alongside 

the implementation of their NDCs. 

Opportunities from collaboration

One lucrative way that Southeast Asian 

economies can collaborate to reduce 

carbon emissions and boost economic 

opportunities would be to establish 

a regional, voluntary carbon trading 

arrangement or a ‘carbon club’. As many 

countries in the region are in the early 

days of testing carbon pricing, a voluntary 

carbon club would allow them to benefit 

from a learning-by-doing approach, which 

would also reduce implementation costs , . 

For instance, a comparable emissions pool 

and trading scheme in East Asia could save 

the region an estimated US$330 billion 

annually in 2030 – equivalent to 1.4% of 

the sub-region’s projected GDP. 

Collaboration can also facilitate knowledge-

sharing around pivotal infrastructure-

related topics such as carbon offset 

methodologies and clean technologies, as 

well as standards to monitor, report and 

verify (MRV) emissions. Building capacity 

to implement robust MRV rules would 

CLIMATE POLICY DEVELOPMENTS IN SOUTHEAST ASIA IN THE 
NEXT FEW YEARS WILL BE PIVOTAL IN DETERMINING WHETHER 
THE WORLD ACHIEVES THE PARIS AGREEMENT’S 2°C GOAL – 
AND IN UNLOCKING REGIONAL GREEN GROWTH OPPORTUNITIES 
WORTH AN ESTIMATED $1 TRILLION. NADIA KAHKONEN AND 
JEFF SWARTZ TAKE A LOOK AT THE PROSPECTS4.
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provide a solid, harmonised foundation for 

future cross-border ETS links in Southeast 

Asia, instead of each nation developing 

separate standards. 

Discussions around and the actual 

implementation of coordinated efforts have 

been further catalysed by Article 6 of the 

Paris Agreement. But what exactly would 

Article 6 mean for Southeast Asian nations? 

Governments should look to Article 6 as a 

key to unlocking the additional investment 

required to deploy technologies that can 

help decarbonise the region and enable 

countries to pursue more ambitious 

reduction targets cost-effectively. There 

are several countries (eg, Canada, 

Switzerland, New Zealand) that plan on 

using international market mechanisms to 

meet their NDCs, and this list is expected 

to grow over time as countries ramp up 

their targets. Southeast Asia, with its ample 

opportunities to develop renewable energy 

in lieu of new coal-fired power stations, 

is a critically important destination for 

climate finance. Investment could also 

help Southeast Asian countries implement 

additional policy measures to deploy 

cleaner technologies such as electric public 

vehicles in cities.

The approaches outlined by Article 6 

allow for better public-private cooperation 

across borders, and countries can point 

companies towards specific types of 

emission reduction activities that work 

towards their NDCs. Energy efficiency, for 

example, is the largest source of potential 

emissions reductions for Southeast Asia up 

to 2050, but advanced energy technologies 

like carbon capture and storage and 

advanced biofuels will be critical in 

achieving long-term decarbonisation for 

the region . Public-private collaboration, 

as well as inter-state cooperation, will 

be crucial. While the ambitious climate 

policies needed to boost green growth 

in these sectors will undoubtedly carry a 

somewhat hefty price tag, the benefits in 

avoided climate damage for Southeast Asia 

far outweigh this initial cost . 

The connection between climate change, 

economic development and poverty 

is becoming increasingly transparent. 

Underlying this is the necessity for 

increased collaboration to mitigate the 

adverse effects of climate change. The 

more Southeast Asian countries can 

cooperate to meet national, regional and 

global targets, the more climate change 

mitigation can be achieved. 

Local and global companies can benefit 

from this collaboration by exploring 

options and markets to develop emission 

reduction activities that can be eligible 

under Article 6 . However, businesses will 

need a clear rulebook for Article 6 to be 

adopted in order for these investments to 

begin unlocking the critical climate finance 

needed.

As a global economic growth powerhouse, 

Southeast Asia is well placed to provide a 

roadmap for regional climate action. This 

region of green growth opportunity is truly 

the space to watch right now, as emerging 

public and private efforts to drive down its 

emissions will not only unlock billions of 

dollars in green finance – they will be vital 

in realising a future below 2°C.

_______

Jeff Swartz is Director Carbon Markets and 
Climate Policy at South Pole. Jeff is an 
internationally-recognised climate change 
and carbon pricing expert with experience 
across the UK, EU, US and China. Prior to 
directing South Pole’s strategy and services 
on climate policy and carbon markets, Jeff 
was the managing director at IETA.

Nadia Kahkonen is Head of 
Communications at South Pole. Nadia is 
a senior communications professional, 
passionate about helping corporations 
tackle the trickiest challenges posed by 
climate change. Prior to leading South 
Pole’s communications unit, Nadia worked 
on climate policy, sustainable development 
and corporate responsibility at the 
European Commission, CSR Europe, and 
UNESCO.

(1) Kahkonen, N 2017, ‘Research report: Southeast Asia risks losing out on USD 1trillion clean energy opportunity’, South Pole news, 13 December, accessed May 2018. (2) Harvey, F 2018, ‘More 
than 95% of world’s population breathe dangerous air, major study finds’, The Guardian, 17 April, accessed May 2018. (3) Reklev, S, 2016 ‘Japan, Indonesia issue first carbon offset credits 
under JCM‘, Carbon Pulse, 13 May, accessed May 2018 (4) Bloomberg Environment, 2018 ‘Climate ‘Clubs’ Can Show Faster Results Than Global Pacts’, 4 January, accessed May 2018 (5) Asian 
Development Bank 2015 ‘Climate Change Losses for Southeast Asia Well Above Previous Estimate’, 7 December, accessed May 2018 (6) Asian Development Bank 2015, ADB Brief: Southeast Asia 
and the Economics of Global Climate Stabilization, accessed May 2018 (7) Ibid (8) Swartz, J, Kahkonen, N 2018 ‘Article 6 of the Paris Agreement: What does it mean for businesses?’, South Pole, 
10 April, accessed May 2018
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THE PROFILE of global carbon markets 

is rapidly changing and advancing, as 

governments lay foundations to meet 

their respective Nationally Determined 

Contributions (NDCs) under the Paris 

Agreement. This is especially true with 

respect to the fact that the Paris 

Agreement fundamentally differs from

its predecessor, the Kyoto Protocol: while 

the Protocol provided the basis for a start 

to the carbon markets, the Paris Agreement 

goes further in ensuring that entire world 

can work collaboratively and holistically in 

achieving their respective reduction targets 

under Article 6.

Over time, a global carbon pricing 

mechanism needs to be discovered and 

established to match the requirements of 

various countries in meeting their NDCs 

and to ensure that the goals of the Paris 

Agreement are achieved. 

In March 2016, the World Bank announced 

the Networked Carbon Markets initiative as 

a key component of its efforts to promote 

carbon pricing. Under this programme, 

representatives from different countries are 

designing various cooperative approaches, 

using the power of the Internationally 

Transferred Mitigation Outcomes 

(ITMO) established by Article 6.2 of 

the Agreement; a centralised approach 

that involves the use of a Sustainable 

Development Mechanism (SDM) as set 

out in Article 6.4; and also a framework for 

non-market approaches to meet the overall 

goals of the Paris Agreement. Refinements 

are currently underway to ensure that all 

approaches are carefully thought through.

Besides Japan, which was the very first 

developed country under the Kyoto 

Protocol compliance rules to actually 

reduce its emissions, no other Asian or 

ASEAN country was required to do so 

under the 1997 regime. However, prior to 

the ratification of the Paris Agreement, both 

South Korea and China had already set 

up their own emissions trading schemes 

(ETS). South Korea was first, in 2015, 

and China has also moved from regional 

pilot programmes to a national ETS that 

will eventually cover eight sectors, starting 

with the power generation sectors (see 

page 4 for more on the China ETS). These 

are significant milestones from two Asian 

giants because they are large markets that 

govern important industrial and economic 

sectors. Further, Thailand has announced 

the creation of a voluntary ETS, although 

this is not yet operationalised.

Closer to home, in February 2017 

Singapore announced a carbon tax for 

emissions-intensive trade-exposed (EITE) 

sectors. These include petrochemicals, oil 

refineries, semiconductor manufacturing, 

power generation, chemical processes and 

other electronic manufacturing companies. 

The initial price was announced at S$10-20 

(US$7.46-14.92) per tonne. 

During public consultations, Climate 

Resources Exchange proposed augmenting 

the carbon tax with a Flexible Carbon 

Pricing Mechanism (F-CPM) that could 

possibly link to the rest of ASEAN, Asia 

and the rest of the world. The initiatives 

suggested included the development 

of Renewable Energy Certificate (REC) 

products that would assist in meeting 

Singapore’s NDC and provide various 

forms of market links, such as both 

domestic and internationally linked 

cap-and-trade systems. 

Over time, a global 
carbon pricing 
mechanism needs to 
be discovered and 
established to match 
the requirements of 
various countries

In early March 2018, Singapore’s Finance 

Minister, during the Budget Parliament’s 

meeting, announced that the carbon 

tax would start at S$5/t from 1 January 

2019 for EITE sectors and the companies 

firmly affected by the tax would need 

to buy Singaporean “carbon credits” or 

allowances from the enforcing agency, 

National Environment Agency (NEA), once 

monitoring protocols have been established 

and emissions verified in. He added 

that the carbon tax would be gradually 

increased to S$10-15/t in the early 2020s, 

however with some flexibility for the use of 

international carbon credits.

Many companies questioned the decision, 

given that it was a significant drop from the 

price announced in 2017: this is because 

several companies which have a shadow 

carbon price peg it at at least US$50-100 

per tonne. 

VINOD KESAVA CHARTS CARBON PRICING’S 
EVOLUTION IN ASIA FROM THE EARLY DAYS OF THE 
KYOTO PROTOCOL TO THE POSSIBILITIES THE PARIS 
AGREEMENT BRINGS FOR THE FUTURE5.
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What is the rationale behind this 

drop? There is a simple answer, and 

some more complex considerations 

to be made. The simple part is that most 

of the “questioners” were from the 

energy generation or energy retail sector: 

for them, it’s basically a question of 

passing the carbon tax downstream, 

ie to consumers, while striving to improve 

energy efficiency or investing in 

renewable sources of power.

But I have had many occasions to speak 

to the “questioners” on various platforms, 

and I personally think the government’s 

decision is brilliant: there are five other 

sectors to be considered, all of which 

emit GHGs which are much more potent 

than carbon dioxide, meaning their global 

warming impact is greater. For example, 

the semiconductor industries generate 

PFC gases that are approximately 11,000 

times stronger than carbon dioxide. In 

other words, Singapore is starting off on 

a compliance-trial basis to test where it 

leads; in this way, Singapore has become 

the first South East Asian country to employ 

a carbon tax without allowing a potential 

decrease to its current and/or forecasted 

economic growth potential.  

There are compliance markets that 

now exist in China and Korea that are 

looking to be flexible in the mid-long 

term period. There is also an existing 

substantial private market for voluntary 

and company-bound-compliance 

standards. These markets are designed to 

assist the countries that they originate from 

to meet their respective NDCs.

The greatest attention is owed to 

the use of ITMOs to serve heterogeneous 

markets around the world. This essentially 

means that countries can collaborate 

to meet their NDCs, despite a diversity 

in how these plans are expressed. For 

example, Singapore’s NDC states that it 

will reduce its emissions intensity by 

36% compared with 2005 levels by 2030. 

By contrast another country could state 

their NDC is to achieve a target of 

reduction of say 20% of absolute 

emissions within five years. These 

complementary requirements naturally 

create the opportunity for cooperation 

without compromising the individual 

and respective risk of increasing their 

emissions profile.

The most important consideration is 

to ensure flexibility in all forms of 

cooperation because this will stimulate 

economic growth for countries interested 

in creating new jobs, creating new 

economies for industry and ensuring 

that it all ties in with the UN’s 17 

Sustainable Development Goals in 

some shape of form – to be reinvigorated 

at every possible opportunity through 

holistic and collaborative action.

_______

Vinod Kesava is the Co-Founder & CEO 

of Climate Resources Exchange 

International Pte Ltd and CRX CarbonBank 

Pte Ltd.

The most important consideration
is to ensure flexibility in all forms of 
cooperation because this will stimulate 
economic growth for countries interested
in creating new jobs
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